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. KEY ECONOMIC INDICATORS: SAUDI ARABIA 1971 


All values in million US $ Exchange rate as of December 1971 
unless otherwise stated. US $1.00 = 4.145 Riyals. 

A D 
ITEM AND DATE OF MOST RECENT DATA 1969 1970 1971 %Change Av. Rate of 


Change 
INCOME AND PRODUCT 


GNP at current prises (8/71) 1/ 2,737 3,086 3,555* + 15.2 + 10,1 
GNP at constant 1967 prices (8771) 2,611 2,85, 3,133 + 9.8 + 8.1 
Per capita GNP, current prices ey 592 652 733% + 12.4 + 86.5 
Gross Investaent as % of GNP(8/71) 21.7% 18.5% 18.82 + 1.6 » 
Oil Production (incl.former Neutral 
zone)million bbls (12/71) 1,174 1,386 1,7h1 + 256 + 10.8 
Cement Production (OOOMT) (2/71)3/ 510.8 57.1 666.9 + 16.2 + 17.1 
Elec. Gen. 5 cities (million KwH)3/(2/71) 90.3 598.6 663.5 + 10.8 + 18.7 
MONEY AND PRICES 
ney Supply (currency in circulation 512 508 644.2 + 27 + 8.6 
plus demand deposits) (12/71) 
Loans and Advances Comm. Banks (12/71) - 371 423.6 + ly ¢ 72 
Deposits in Commercial Banks (12/71) 356 4,80 + 35 + 15.1 
Interest Rates (Comm. Banks) (%) (12/71) 0.59.5 8.5-9.5 7.0-8.0 = 17.6 ~ 
Indices 1963 = 100 
Consumer Price (8/71) 1/ 110.7 115.5 121.5% + 5.2 + 2.8 
Wholesale Price (8/71) I/ 110.7 113.5 119.0 + 4.8 + 1.5 
BALANCE OF PAYMENTS AND TRADE 
ilver, For. Exchange and 
Investments of SAMA (12/71) 701 789 1,618 + 105.1 - ko 
Balance of Payments (12/71 +/- - 116 + 59+ 800% +1255.9 - 
Investment Income Payments to rest 
of world (mainly from oil) (12/71) 725 895 1, 045* 16.8 + 14.4 
Pilgrimage Earnings (8/71) 9 102 110 + 7.8 + 17.4 
Balance of Trade (12/71) +/- + 952 +1,338 + 2,309* + 72.6 + 10.5 
Exports (fob) (12/71) 1, 845 2,180 3,209 + h7.2 + 10.0 
US Share 2.2% 0.9% 2.8% + 191.9 
Imports (cif) (12/71) 893 84,2 909 + 8.0 + 10.2 
US Share 19 .0% 18.4% 19.84 + 7.6 


Main expts to US (1971): Petroleum products ($9.1 million). 

Main impts from US (1971) in $ millions: Cooling Machy, Pumps, Appliances & Parts ($19.0); 
Vehicles & Parts ($18.h); Rice & Flour ($18.0); Power Gen. Machy & Parts ($10.9); Const. 
& Mining Machy ($8.4); Aircraft & Parts ($7.5); Cigarettes ($7.1); Metal Manufacture($5.2); 
Iron & Steel ($3.5); Medical prep. ($3.3); Electric Power Machy ($2.8); Telecom. Equip 
($2.6); Lub. oils & greases ($2.5). 

NOTE: All dollar figures where date shown is (12/71) calculated at 4.145 Riyals to $. Prior 

(12771), calculated at 4.50 Riyals to $. 

1/ GNP estimates and price indices are based on Saudi hijra FY 1388/89 (9/23/68-9/11/69), 

1389/90 (9/12/69-9/1/70), and 1390/91 (9/2/70-8/21/71). 

2/ Population estimated at ). million in 1967 with 2.5% annual growth rate. 

3/ Cement production and electricity are shown by hijra year 1388 (3/30/68-3/18/69), 1389 

(3/19/69-3/8/70), and. 1390 (3/9/70-2/26/71). 

L,/ Column E is based on the compound annual average increase/decrease for CY 1968-70. 

Source: Saudi Arabian Monetary Agency, Central Department of Statistics. 

*Preliminary estimates based on incomplete data. 


SUMMARY 


The full effects of Saudi Arabia's rapidly rising oil income have not 
as yet been felt in the economy. Predictions that the economy would begin 
to pick up within six months of the announcement of the greatly expanded 
$2.4 billion Government budget have proven to be overly optimistic. The 
Eastern Province, benefiting from significant ARAMCO expenditures for pro- 
duction expansion, is presently enjoying a boom, with the rest of the 
country expected to follow. The lag in government expenditures, coupled 
with rapidly increasing oil revenues, has had a dramatic effect on Saudi 
Arabia's foreign exchange reserves (which are growing at a rate of 
approximately $100 million per month) and upon its balance of payments 
surplus. In an attempt to reduce inflationary pressures, the Government 
has abolished increased customs duties imposed in 1970 on a long list of 
items, including foodstuffs. Deposits in commercial banks exceed loans 
and advances, and lending rates have decreased by 1.5% from 1970 levels. 


While no clear signs of the effects of dollar devaluation are evident 
as yet, retail prices of U.S. goods have not been automatically lowered. 
On the other hand, importers have been encouraged by lower prices to import 
some new I'.S, made products; some switching in the sources of products 
made by U.S. firms in both European and U.S. plants has also taken place. 
The U.S. share of the Saudi import market has increased to 19.8%, although 
this was more than offset by a dramatic increase in U.S. imports of Saudi 
oil. The Government is working on new regulations designed to encourage 
industrialization. U.S. firms would be well-advised to increase their 
support to local agents and distributors in such areas as after-sales 
service, management, and product promotion. Competing nations are providing 
this kind of help to their local agents and, if U.S. firms do not keep up, 
they will find their market share dwindling instead of increasing. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Business Community Still Anticipating Boom: 


Predictions that the effects of the sharply increased 1971/72 Government 
budget announced on August 22, 1971, would begin to be felt within six months 
have proven to be overly optimistic. Now nearly eight months into the fiscal 
year, it appears that, with some exceptions, actual Government spending has 
been running only slightly above last year's rate. 


This does not mean that the economy is stagnant -- real GNP continues 
to grow at about a 10% rate. Predictions of an early boom were based on the 
assumption that the nearly billion dollar budgetary increase (up from about 
$1. billion the previous year) could be fairly quickly translated into actual 
exvenditures. But the tendering or negotiating process for Government con- 
tracts takes a minimum of three months, with complicated projects taking much 
longer, and on most large projects there is an additional lag between the 
awarding of the contract and the beginning of work. Much time is also required 
to place and receive equipment and supply orders from foreign suppliers. It is 
only after actual work has begun on a contract that its full impact on the 
local economy is felt. 


While the first signs of increased Government expenditures are beginning 
to be noticed in some areas, such as new highway construction, it will probably 
take another six to twelve months before significant amounts actually reach 
the consumer and are reflected in greater consumer spending. 


As compared with the rest of the Kingdom, however, the Eastern Province 
has been enjoying a year of rapidly rising business activity. According to 
a report received from our Consulate fieMerai; "the pace of economic activity 
is now reaching the point where local businessmen who act as suppliers to 
ARAMCO or who deal with building materials and food products for the general 
public are having a very difficult time keeping up with their customer's 
requirements. Evidence of the current upsurge in the local economy is a 
reported 25 to 30 percent increase in the amount of cargo arriving through 
Dammam during the last six months, as compared to a like period last year". 
Almost all of this increased activity can be attributed to ARAMCO's large 
investments in increased production coupledwith its efforts to use local 
contractors and businessmen wherever possible, 


Althougn the timing is still uncertain, there is no doubt in anyone's 
mind that the rest of the country mst soon followthe Eastern Province's 
lead. The largest local commercial bank reports record business in letters 
of credit both in volume and total value -- an important early indicator in 
this import-oriented economy. 


Growing Oil Production and Income: 


Maintaining its newly-won position as the world's largest exporter of 
oil, Saudi Arabia has continued to expand its production. Daily production 
during the first two months of 1972 reached an average of 5.6 million bpd, a 


28% increase over the same period in 1971. The trend is sharply up and on 
February 26, 1972, production reached a record 6 million bpd. It should 
continue upward as long as low tanker rates continue to make Gulf crudes 
competitive in Western Europe and in the Western Hemisphere. 


The January 20, 1972, agreement between OPEC and the oil companies 
provided for an 8.49% increase in posted prices to compensate for the dollar 
devaluation. Saudi Arabia thus has lost little, if any, income as a result 
of devaluation, This, coupled with large production increases, promises a 
continued rapid rise in foreign exchange reserves (which more than doubled 
to $1.6 billion in 1971), the balance of payments surplus (which grew a 
whopping 1,256% in 1971), and the Government budget. Foreign exchange 
reserves are presently growing at the rate of approximately $100 million 
per month, promising to make Saudi Arabia not only an important oil pro- 
ducer but also a major international financial power. 


Bank Rates Decline as Devaluation Brings Money Home: 


While total loans and advances grew in 1971 by 1% over 1970 levels, 
deposits in commercial banks grew by 35% placing banks in a highly liquid 
situation and bringing about a 1.5% drop in commercial bank rates. This 
situation is largely due to the downturn in the Eurodollar market rates 
which caused local investors to bring back foreign investment deposits. 
Continuing uncertainty in international money markets -- there are perio- 
dically recurring rumors locally of a further dollar devaluation -- has 
tended to keep the money in local banks. At the same time, the economy 
has not been growing fast enough to soak up this excess capital, This 
situation should be eased somewhat as the increasing amount of Government 
business requires local businessmen to borrow money to finance equipment 
purchases and increase their inventories. 


Inflationary Pressures Continue: 


Saudi Arabia's economy, dependent as it is on imported goods and 
services, is particularly susceptible to world-wide inflationary trends. 
Recent upward revaluations in the currencies of such major trading partners 
as Japan and Germany have increased inflationary pressures. Prices of many 
staples, particularly meat and sugar, continue to rise, while the dollar 
devaluation has not brought a noticeable lowering of the retail prices of 
such major imports from the U.S. as rice and flour. In order to help combat 
these pressures, the Government recently lowered customs duties on a long 
list of imported products, including foodstuffs. 


IMPLICATIONS FOR THE UNITED STATES 
Effects of Dollar Devaluation Mixed: 


The dollar devaluation did not bring an immediate 8.57% drop in the 








retail prices of U.S. products on the Saudi market. Part of the reason for 
this phenomenon is that stocks, purchased in anticipation of a prolonged 
U.S. dock strike with predevaluation dollars, were high and have only 
recently been replaced by new and cheaper goods. More important, perhaps, 

is the conviction among importers that U.S. price rises, increased transport 
costs and increased overhead will soon wipe out the gains of devaluation. 
Their policy is definitely wait and see -- the temporary advantages of 
lowering prices are outweighed in their minds by the consumer resistance 
which would result from an initial lowering, followed by a raising of prices. 


Only a small portion of U.S. sales to Saudi Arabia are on a price- 
competitive basis on the retail level, however. In many cases if the price 
is within a reasonable range of other products, other factors, such as 
quality, uniqueness and image, determine the purchase of a U.S. product 
over that of a competing nation. For the Saudi importer, however, price is 
important, and is often the determining factor in his choice of what to 
import. On this level, there is a definite trend toward increased purchases 
of U.S. products due to devaluation. Not only are new U.S. products entering 
the Saudi market as a result of devaluation, but, at least in some cases, 
products of U.S. firms are now being ordered from U.S. plants rather than 
from European ones, This trend could easily be halted by significant price 
or freight hikes. 


U.S. Share of Market Increases: 


A downward trend which saw the U.S. share of the Saudi market drop from 
19% in 1969 to 18.4% in 1970 was halted in 1971, with the U.S. share rising 
to 19.8%. U.S. rice and flour exports fell from first place to third in 
value among U.S. exports and there was a $3 million drop in U.S. rice sales 
to Saudi Arabia. Significant increases in other product category sales, 
however, more than compensated for this loss, 


Paralleling the increase in U.S. sales was a dramatic surge in U.S. 
imports of Saudi petroleum, which rose in value from $14.8 million in 1970 
to $94.1 million in 1971 -- a five-fold increase. If this trend continues 
and with U.S. dependence on imported oil increasing, it will take vigorous 
efforts on the part of U.S. manufacturers to keep our balance of payments 
with Saudi Arabia from shifting into a trading deficit. 


Increased Emphasis on Industrialization: 


U.S. manufacturers should be alert to a fast developing Saudi government 
policy of encouraging industrialization. Presently before the Government are 
proposed new regulations designed to further regulate the exploitation of 
mineral resources, provide incentives for local investment in industry and 
encourage foreign investment. An industrial development bank to provide 
concessionary loans to new enterprises is also being seriously considered. 





Present industrial projects are few, but growing. Saudi businessmen 
are becoming increasingly interested in joint ventures with foreign firms. 
U.S. firms presently enjoying significant sales in Saudi Arabia, such as 
manufacturers of vehicles, refrigeration equipment, air conditioners and 
pumps, should actively investigate these possibilities if they want to 
retain their foot-hold here. Saudi Arabia is not only one of the most 
stable countries of the Middle East, but it also enjoys excellent trading 
relations with virtually all of its neighbors, making it feasible to consider 
using a plant in Saudi Arabia to serve neighboring markets, Another important 
factor, perhaps a determining one, is the danger of competitors establishing 
themselves first in the assembly and production of manufactured goods, thus 
cutting off a previously easy market. U.S. firms would be well advised to 
follow this trend closely, lest they miss a significant opportunity. 


Specific Opportunities for U.S. Firms: 


Desalting offers tremendous opportunities, with plans for doubling the 
Jidda and Al Khobar plants in the near future and long-term plans for even 
greater expansions. Additional phases of urban development also should 
grow rapidly, with mnicipalities investing considerable sums in sewage 
facilities, streets, public housing and lighting. While the more than $200 
million Jidda Airport project is still stalled, most observers expect some 
funding in the next budget, with the possibility that bidding will be 
announced within the next few months. 


Another rapidly growing market is commnications. With bids due April 
16, 1972, for the Jidda-Dammam coaxial cable/microwave link, plans have 
already been announced for a Dammam-Kuwait coaxial cable link. At least 
one ground satellite station will be constructed, with a second station 
also a possibility. Long-term opportunities in this field, as all major 
cities are connected to the new communications system, should be substantial. 


Excellent opportunities exist in health services, and a recently 
tendered contract for the design of 15 hospitals for the Ministry of Health 
may prove to be the beginning of significant investments in that field. 

Also of possible interest to U.S. firms are plans to construct a medical 
school/hospital complex for Riyadh University, funds for which may be provided 
in next year's budget. 


In order to take advantage of these and other opportunities, U.S. 
companies will need to pay more attention to the Saudi Arabian market, 
visiting more frequently, and actively pursuing opportunities. U.S. manu- 
facturers will continue to enjoy increased sales only if they are willing 
to invest management time on this lucrative market and, learning from the 
successful example of other competitors, adequately support Saudi distri- 
butors in developing better service capability and managerial expertise, 
Now is the time, with the economy ready to move rapidly ahead, for U.S. 
firms to strengthen the promotional, distribution and after-sales service 





capabilities of their local agents. In many cases it may be necessary to 
contribute to the managerial support of importers and distributors so that 
American products are competitive with Japanese and other major exporters 
to Saudi Arabia who continue to emphasize distributor support in their 
relentless drive for a larger share of the wealthy Saudi market. 


#U.S. GOVERNMENT PRINTING OFFICE: 1972—481-592/115 








o 


